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KEY ECONOMIC INDICATORS: Portugal 


All values in millions of U.S.$ 
unless otherwise stated 


1974 1975 1975/1974 1976a/ 
Exchange Rate-US$1=Escudos: (25.408) (25.553) % Change (30.30) 


INCOME, PRODUCTION, EMPLOY- 
MENT 
GDP b/ 
Current Market Prices c/ 13,316 14,636 +9.9 15,578 
Constant 1963 Market Prices c/ isizo 6,906 =3.1 6,115 
Per Capita,Current Prices c/ 1,533 1,609 +5.0 1,638 
Fixed Investment d/c/ 2,564 1,984 -22.6 2,046 
Population (Thousands) 9,236 9,662 +4.6 10,020 
Indices: 
Indus . Wage, Lisbon(1961=100) e/ 3575 424.2 +18.7 472.0 (Jan/Sept) 
Indus . Production(1970=100)b/£/ 139.4 132.3 -5.1 135.2 (Jan/Oct) 
MONEY AND PRICES 
Money Supply,M2 13,472 15,084 +12.0 14,943 
Interest rates: 
Central Bank, discount 7.52 6.5% -13.3 6.5% 
Comm'1 bank, prime 7.75% 775% -- i 4 
Price Indices: Lisbon 
CPI, avg. (1963=100) g/ 239.0 287.8 +20.4 343.1 
WPI, avg. (1963=100) 193.0 218,0 +13.0 255.0 (Jan/Oct) 
BALANCE OF PAYMENTS & TRADE 
Gold & For. Exch. Reserves i/ 2,162 1,552 ~28.2 1,336 
Central Govt. Debt c/ 2,493 3,748 +50.4 4,621 
(External) c/ (602.3) (721.0) (+19.7) (731.4) 
Central Govt. Debt Service 130.5 169.3 +29.7 262.6 
Balance of Payments c/ -633 -1,061 -- -1,100 
Exports, FOB 2,288 1,939 -15.3 1,815 c/ 
U.S. Share 227 139 -38.8 122 j/ 
Imports, FOB 4,277 3,546 -17.1 3,933 c/ 
U.S. Share 402 j/ 433 j/ +7.7 349 j/ 


Main Imports from the U.S.(1976): Corn--898,569 metric tons, $115,576,746; Soybeans- 
-158,859 tons, $37,542,633; Wheat--188,416 tons, $29,280,879; Rice--56,173 tons, 
$18,049,168; Sunflower seeds--47,850 tons, $16,013,831; Bituminous coal--199,971 tons, 
$12,908,877; Iron and steel coils for recoiling--59,746 tons, $12,819,177; Raw cotton- 
-5,910 tons, $9,820,964; Potatoes--38,608 tons, $9,538,199; Grain sorghum--77,630 
tons, $9,257,982; Plastic and plastic materials--9,191 tons, $6,760,249; Electronic 
tubes, cells, diodes etc.--7 tons, $5,382,920; and antibiotics-—- 7.6 tons, 

$4,726,566. 


Sources: Boletim Mensal das Estatisticas do Comercio Externo; Boletim Mensal de Esta- 
tistica; Conta Geral do Estado; Estatisticas Monetarias e Financeiras; Annual Report 
of the Bank of Portugal. ] 

a/Complete year figures except as indicated. b/Continental Portugal only.c/GOP 
estimates. d/1976 estimate includes variation in stocks. e/In industry and trans- 
portation; average of quarterly index. f/ Seasonally adjusted; Average of monthly 
index. g/CPI is without rent component. h/Average of monthly index. i/Bank of 
Portugal only. Gold is quoted at official price. j/ Embassy estimate. 





April 20, 1977 
Lisbon, Portugal 


SUMMA RY 


Portugal experienced severe economic destabilization in 1974 
and 1975. The military coup of April 1974 became a socio- 
economic revolution which, in its attempt to redistribute 
economic power and income, seriously disrupted production. 
These events and the world recession dissipated much of the 
nation's accumulated capital resources. The GDP stagnated, 
consumption rose, the external accounts turned heavily nega- 
tive, budget deficits rose to more than 10% of GDP, inflation 
surpassed 20%, and unemployment grew to more than 15%. The 
public sector expanded greatly; it now accounts for at least 
45% of fixed investment and 20% of employment. The Government 
must define also the legal status of many companies under its 
control or being managed by workers. 


The Government has set fairly ambitious 1977 targets, including 
GDP growth of 5% and an external deficit of $700-800 million. 
These targets assume relative labor peace and increased produc- 
tivity, although high inflation and wage limitations will mean 
a loss of real income, and 1977 agricultural prospects are dis- 
couraging. To promote private investment the Government has 
reopened the stock exchange, devalued the escudo, and proposed 
compensation for nationalizations. Over the medium-term, the 
nation faces a shortage of capital, an external liquidity 
squeeze, and organizational problems. It is, nonetheless, now 
moving toward economic stability and growth. 


U.S.-Portuguese trade, in which the U.S. continues to enjoy a 
large favorable balance, declined in 1975 and 1976. U.S. agri- 
cultural commodities and capital equipment, when supported by 
financing, enjoy a particularly good market. The Government 
plans large investments in social, productive, energy, and trans- 
portation projects, which should provide major opportunities for 
U.S. exports and engineering services. Cooperative arrangements 
with Portuguese firms, however, are probably advisable. Although 
most existing U.S. investments remain, decisions on new invest- 
ments will be affected by settlement of outstanding investment 
disputes, establishment of the new Foreign Investment Institute, 
and clarification of the labor situation. 


Note: Portugal includes continental (mainland) Portugal, the 
Azores and the Madeira Islands. GDP figures are available only 
for continental Portugal. Escudo amounts for the years 1974-76 
have been converted to dollars at the average yearly rate (see 
the table of Key Economic Indicators). Escudo amounts for 1977 
have been converted at the rate of 38.7 escudos/dollar. 





PART A - CURRENT ECONOMIC SITUATION AND TRENDS: PORTUGAL 


Structural Deficiencies 


The high growth rate of Portugal's economy between the early 
1960's and 1973 masked serious structural deficiencies. Deep 
regional and sectoral disparities (especially in agriculture), 

a shortage of qualified managers and technicians, and inadequate 
distribution systems were most notable. Restrictive policies 
shielded the internal market, fostering the growth of relatively 
inefficient companies and industrial/financial groups. Govern- 
ment-supported labor unions served primarily to defuse worker 
discontent. The growing labor force found an outlet princi- 
pally through emigration (about 1.5 million persons since 1960) 
and in the large military establishment. A chronic trade deficit 
was offset by emigrant remittances and tourism receipts. The 
country's colonial wars, rampant speculation, the world energy 
crisis and the subsequent recession exacerbated these deficiencies. 


Revolutionary Economics 


The military coup of April 25, 1974, which overthrew the authori- 
tarian Salazar/Caetano regime, quickly evolved into a socio- 
economic revolution. The government became enmeshed in successive 
political crises while the economy drifted aimlessly. The 


policies of the dominant Armed Forces Movement (AFM) emphasized 
income redistribution, the dismemberment of large industrial/ 
financial groups, greater State control of the economy, and 
expanded relations with Third World and Communist countries. 

The private sector, shaken by such events as the closure of the 
Lisbon stock exchange and repeated labor unrest, lost its confi- 
dence and initiative. 


An ill-fated military movement on March 11, 1975, accelerated 
the movement to the left and the disintegration of existing 
economic structures. A wave of nationalizations, state inter- 
ventions, worker takeovers, personnel purges, and property 
occupations swept the country. The government quickly granted 
independence to all of Portugal's colonies except Timor (later 
absorbed by Indonesia) and Macao. Decolonization led to the 
demobilization of some 125,000 servicemen and an influx of over 
500,000 civilian refugees from the former colonies into Portugal. 


The dominant position of the left, however, lasted only a few 
months. A strong reaction to leftist excesses reached its peak 
in August, 1975. A military-civilian coalition replaced a 
Communist-dominated cabinet and subsequently defeated an armed 
leftist attempt to seize power. By the time the coalition 
government left office in mid-1976, it had overseen the adoption 
of a new constitution, the completion of Portugal's first free 
legislative elections in 50 years, and the establishment of 
democratic civilian rule. A Socialist Party minority government 
has been in office since July 1976. 





Expanded Public Sector 


The public sector, substantial under the Salazar/Caetano regime, 
has assumed a preeminent economic role. Since 1974, the govern- 
ment has nationalized all Portuguese-owned capital in the bank- 
ing, insurance, petroleum, gas, electricity, petrochemical, 
fertilizer, tobacco, cement, and wood pulp sectors. It national- 
ized also the Portuguese steel company, the major breweries, the 
large shipping lines, most urban and interurban transport, two 

of the three principal shipyards, the core companies of the 

giant Companhia Uniao Fabril (CUF) conglomerate, the radio and 

TV networks (except that of the Catholic Church), and important 
companies in the glass, mining, fishing, and agricultural sectors. 
It took control of hundreds of firms indirectly when it national- 
ized their holding companies. For example, the government gained 
ownership of many newspaper and publishing firms when it took 
control of the banking system. The public sector at present 
accounts for at least 45% of the country's fixed investment, 24% of 
total value added, and 20% of the work force. 


In addition to the nationalizations, private management lost 
control of hundreds of other companies. In these cases, the 
government intervened (most often at the demand of the employees) 
or the workers seized control of the firm. The Administration 
has pledged to resolve the indefinite status of the intervened 
and worker-managed firms, most of which will require heavy capital 
infusions. It has ordered the return to their owners of a number 
of intervened firms, even though such decisions have often met 
worker opposition. 


The respective roles of the public and private sectors remain to 
be defined clearly. The public companies have operated with con- 
siderable independence from the central government, often with a 
strong worker role in management. However, the Government is 
gradually reorganizing them. It has merged a few smaller banks 
and amalgamated the nationalized companies in the electricity, 
oil/gas, cement, and wood pulp sectors. The Government has not, 
however, defined their management principles or operating stan- 
dards. It has announced that no further nationalizations will 
occur, but it will retain the directly-nationalized companies. 
According to an Administration proposal in the Assembly of the 
Republic, Portuguese private capital would be barred from owner- 
ship of oil refining, steel, cement, fertilizer, basic chemical, 
wood pulp, banking, insurance, public utility, air and rail trans- 
port, urban transit, port, and maritime shipping enterprises. 


The Role of Labor 


The labor unions, heavily influenced by the Communist Party (PCP), 
greatly increased their power and influence since 1974. Although 
post-revolutionary laws limited strikes and allowed dismissals, 

until recently these laws were not enforced. As a result, absen- 
teeism rose, and productivity dropped significantly. A discernible 
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trend toward a more balanced relationship between labor and 
management now exists. The Administration has promulgated new 
laws regulating individual dismissals for just cause, limiting 
wage increases to 15 percent, and controlling collective bar- 
gaining procedures. It has also prepared legislation covering 
reductions in force and worker participation in management. 


Labor's demands have focused on income redistribution, employ- 
ment guarantees, and expansion of the public sector. In the 
summer of 1974, 60% of the urban work: force benefited from 
Portugal's first national minimum wage - then $130 a month - 
while overall salaries rose about 40% and purchasing power went 
up 27%. Workers obtained job security and benefits common in 
Western Europe, but not consonant with Portugal's level of 
productivity. In 1975 the government imposed a national maximum 
salary, which now stands at $1,292 a month. Between 1973 and 
1975 the average pay gap between unskilled workers and managers 
shrank from 1:7.3 to 1:4.3, and sectoral differentials narrowed. 
In the same period, the proportion of national income attributed 
to wage earners reportedly rose from 47% to 57%. This shift 

of income helped to stimulate an outflow of professionals, 
technicians, and managers. 


Although the Government has tried to maintain existing jobs, 

the level of unemployment has mounted rapidly. As a result, 
workers appear to be accepting a gradual reduction of real income. 
Over the 21 months ending in September 1976, wage increases of 

30% did not match the 42% rise in the consumer price index. 

In fact, many sectors have been working under labor contracts 
which expired more than a year ago. 


Economic Stagnation 


Official statistics indicate the GDP, at constant 1970 market 
prices, grew 3.9% in 1974 but dropped 3.6% in 1975. In the 
latter year, the primary sector contributed 18% of GDP while 
industry provided 43%. The sectors heavily dependent on exports 
(textiles, shoes, wine, tomato processing, fish canning, and 
shipbuilding repair) suffered heavily; those producing consumer 
nondurable and household durable goods largely performed well. 
By mid-1976, there were signs of recuperation in some sectors, 
notably textiles, port wine, cement, and ship repair. The 
Government's preliminary, and probably optimistic, estimate 

is that the GDP may have grown 5% in 1976. The depreciation 

of the escudo and the accelerated post-1973 population growth 
(on the order of 8-10%), however, have meant a reduction in 
real per capita income. 


The agricultural sector has been heavily affected by politics 
and weather. Exploiting a 1975 land reform law, the PCP led in 
the occupation of some 2.5 million acres of farm land in the 
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Alentejo, an area of large absentee landholdings and landless 
peasants. Since the fall of 1976, the Government has moved to 
stop these seizures, and to return a little of the illegally 
seized land. Meanwhile, the 1975 production of most grains, 
tomatoes, beef, milk, and oilseeds rose, while that of potatoes, 
wine and rosin fell. Unfavorable weather in 1976, including a 
severe drought, caused heavy declines in the corn, rice, 
potato, and bean crops; production of beef, tomatoes, olives, 
and wine also dropped. A huge increase in planted acreage and 
unrestricted credit produced a large 1976 wheat crop; however, 
it still covered only 2/3 of the country's needs. Domestic 
production of all foods in 1976 provided less than half of 
Portugal's requirements. 


The redistribution of income, economic uncertainty, and high 
inflation caused a precipitous fall in savings and investment. 
Private consumption rose from an annual average of 74.5% of 
GDP during 1968-73 to 84.6% in 1975; meanwhile, public con- 
sumption rose from 13.7% to 17.3% of GDP. In 1975 total con- 
sumption equaled 102% of GDP. Due to ongoing projects, gross 
investment had reached a peak volume equivalent to 21.3% of 
GDP in 1974; it plummeted to 10.2% in 1975. This effective 
decapitalization of the economy probably continued, though at 
an attenuated pace, in 1976. 


The makeup of the monetary base has fluctuated considerably 

since 1973. The money supply (Mj) grew by 50% between the end 
of 1973 and the end of 1976, but its composition changed during 
that period. In 1974-75, demand deposits declined sharply 

while currency and time deposits rose, resulting in a substantial 
drop in the monetary multiplier. Money in circulation, for 
example, rose 82% in 1974 and 56% in 1975. A reversal of this 
trend began in the fall of 1975 and continued throughout 1976. 
While Mj rose by 18% in 1976, money in circulation actually 
declined by 2%. 


The banking system moved from a severe liquidity squeeze in 
1974 to a position of excess liquidity in early 1976. Total 
credit grew at a 19-21% annual rate in 1974-75, and by 29% in 
1976. Between 1973 and 1976 credit to the public sector 

rose 372%, while that to the private sector went up 59%. 
Numerous companies financed cash flows and operating deficits 
with large short-term credits guaranteed by the Government. 
In addition, public companies received heavy subsidies and 
private firms helped meet their cash needs by not paying their 
social security taxes. Payment periods lengthened and the 
volume of defaulted payments rose astronomically in 1974 and 
1975, before declining in 1976. 


The fast-rising consumer price index and the unemployment esti- 
mates have probably understated the real trends. The composite 





consumer price index for six major cities rose, over the twelve- 
month period, 26.2% in 1974 and 17% in 1975, while it went up 
18.8% between January and August 1976. The Lisbon index (less 
housing) at the end of 1976 was 26.8% above that of December 
1975, and up 111% over December 1973. Despite price controls 

and subsidies the food component consistently has led the overall 
index. Unemployment, official estimates indicate, rose from 

3% in 1973 to 5.3% in 1974, 10% in 1975, and 14% in 1976. 

The actual level, even excluding underemployment, may be 

somewhat higher. 


Growing Financial Strains 


Rapidly growing government expenditures have outpaced revenues. 
Swollen by refugee relief outlays, expenditures nearly doubled 
between 1974 and 1976, to $4.5 billion. The deficit rose from 
$440 million (3.6% of GDP) in 1974 to a Government-estimated 

$2 billion (12.5% of GDP) in 1976. The Administration is 

studying adoption of a unified income tax as part of a major 

tax reform, but indirect taxes still provide 3/4 of total revenue. 


The balance of payments changed from a $256 million surplus in 
1973 to a large deficit in each of the subsequent years - 

$633 million in 1974 and, according to government estimates, 
about $1.1 billion in both 1975 and 1976. Portugal's chronic 
trade deficit moved firmly into the $2 billion range. Textiles 
and clothing, wine, cork, electrical material, tomato paste, 
canned fish, and wood pulp continued to lead exports. Principal 
imports were foodstuffs ($810 million in 1976) - especially 
grains, cereals, oilseeds, sugar; crude oil ($562 million in 
1976); raw and semi-processed materials; electrical equipment; 
and metals. 


Invisible transfers increasingly failed to cover the trade gap. 
After rising rapidly in the early 1970's, emigrant remittances 
held at about $1 billion in both 1973 and 1974, dropped to $941 
million in 1975, and then recovered to an estimated $970 million 
in 1976. Between 1973 and 1975, net receipts from tourism 
plummeted 68%, to only $101 million. The Government estimates 
that in 1976 net receipts recovered somewhat, to about $185 
million. The recovery was due principally, however, to cur- 
rency restrictions on Portuguese travelling abroad. The 2.2 
million foreigners who visited Portugal in that year remained 
far below the 4.1 million in 1973. Foreign commercial banks 
retracted their credit lines to Portugal in 1974-75, then 
reopened them in 1976, though with a heavy orientation toward 
short-term trade credits. Foreign institutions have provided 
some $1.4 billion in balance of payments financing. However, 
the central bank's foreign exchange reserves, $1.6 billion at 
the end of 1973, fell to $162 million by December 1976. Portu- 
gal still retains $1.1 billion (at $42.22 an ounce) in gold 
reserves, but a part of these holdings is pledged for foreign 
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loans. Between 1974 and 1976, the country's foreign debt increased 
by five times, to about $3.3 billion. A substantial portion of the 
debt is associated with decolonization. 


Outlook 


The Government has set fairly ambitious economic targets for 1977. 
The real growth in GDP, stimulated by a $1.6 billion budget 
deficit and heavy government investments, has been placed at 5%. 
Preliminary plans call for a total of $2.65 billion in public 

and private investments. The Government hopes to hold the 1977 
balance of payments deficit to $700-800 million. Its projections 
rest, however, on a number of questionable assumptions. They 
assume, for example, an inflation rate of 15% in 1977, even though 
the Administration is liberalizing the price control system for 
all but basic essentials. This effort to restore equilibrium 

to the economy suggests clearly that the rise in prices probably 
will exceed the inflation target. The projections also assume 
that productivity will improve with the return of relative labor 
peace. The Government hopes to obtain this improved productivity 
at the same time that it restricts 1977 salary raises to 15%, 
curtails overtime, and limits fringe benefits to 50% of base 
Salaries. Although the Government thus far has been surprisingly 
successful in implementing these policies, it may well face 
difficulties. 


GDP growth and a lower external deficit will depend largely on 
increased exports, investments, and invisible earnings. With 
80 to 85% of Portugal's imports considered essential, the coun- 
try must concentrate heavily on promoting exports. The export 
sector lacks, however, efficient promotional structures and 
marketing aggressiveness. In the short term, agriculture will 
remain the country's weakest economic sector. Agrarian reform 
and recent excessive rains have seriously affected 1977 plantings. 
This may cause reduced agricultural exports, and certainly will 
necessitate greater imports, over the next eighteen months. 
Tourism receipts will certainly grow during the coming months, 
but the rate of growth will be constrained by limited capacity. 
Immigrant remittances should also tend to rise, but their 
volume will depend on both domestic and foreign developments. 


The revolutionary process of the past three years continues 

to strongly influence Portugal's political/economic structure 
and process. The Administration has, however, been interpreting 
the more radical provisions of the country's new constitution 
with moderation and pragmatism. It has emphasized its commit- 
ment to democracy, and stated that a socialist system is only a 
long-range national goal, requiring the free consent of the 
Portuguese people. The Administration has moved to reestablish 
private sector confidence by reopening the Lisbon stock exchange; 
pledging to indemnify foreigners who held stock in nationalized 
firms and proposing the terms of compensation for domestic 
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stockholders in those companies; disintervening a number of firms; 
committing itself to a market economy; and acknowledging the im- 
portance of a thriving private sector. Domestic and foreign 
investors have begun to respond to these signals, but they will 
likely consider carefully before undertaking major new investments. 


Over the medium term, the Portuguese economy will face a continued 
shortage of capital, excess labor, an external liquidity squeeze, 
and organizational/management problems. The relative excessive 
consumption of the past several years has seriously depleted the 
few assets left by the Salazar/Caetano regime (e.g., low public 
debt, large gold and foreign exchange reserves) and aggravated 
existing deficiencies (inadequate infrastructures, weak agri- 
cultural sector, excess personnel, excessive bureaucracy). Heavy 
capital infusions are especially needed given the high level of 
unemployment, a large part of which stemmed from the decoloniza- 
tion process. To reduce this unemployment significantly, Portugal 
will require numerous labor-intensive projects, yet most of the 
available ones are capital-intensive. Although the Government 

is working to overcome this problem, it will need at least 

several years to reduce unemployment to acceptable levels, especi- 
ally since emigration is no longer expected to provide a major 
outlet for the excess labor. The heavy imports of materials and 
equipment needed for solid GDP growth will continue, at least 

for several years, to put considerable pressure on the external 
accounts. Time will also be needed to overcome a basic lack of 
capable personnel (especially managers), poor organization, and 
excessive bureaucratization. Portugal is, nonetheless, beginning 
to make discernible progress toward the reestablishment of 

. economic stability and growth. 


PART B - IMPLICATIONS FOR THE UNITED STATES 
Decline in U.S.-Portuguese Trade 


Despite Portugal's attempts to diversify its trade patterns, the 
nation's trade remains oriented toward Western Europe. The 
European Community (EC) is the country's major trading partner, 
providing 42% of its imports and taking 51% of its exports in 1976. 
The European Free Trade Association (EFTA), of which Portugal is 

a member, accounted for 10% and 16%, respectively, of its imports 
and exports. Portugal has negotiated increased access for its 
exports to both trading areas, and has obtained permission to 
decelerate reduction of its tariffs on industrial imports from 
those areas. It has also applied for membership in the EC. 

Full integration into the EC, presuming the application is approved 
in 1978, will require a number of years. 


After reaching record levels in 1974, overall U.S.-Portuguese trade 
declined in 1975 and 1976. Although in the latter year the U.S. 
remained Portugal's third major supplier (at 8.2% of total imports), 
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it slipped from second to third place as a Portuguese customer 
(6.1% of total exports). The fall in exports reduced the U.S. 
favorable trade balance with Portugal from $294 million in 1975 
to $227 million in 1976. Voluminous purchases of U.S. agricultural 
commodities in 1976, partly financed by U.S. credits, did not 
offset the sharp drop in Portuguese purchases of aircraft and 
parts. Foodstuffs such as corn, soybeans, oilseeds, wheat, rice, 
potatoes, and sorghum accounted for about 45% of U.S. sales to 
Portugal. Exports of coal, steel, plastic materials, electronic 
parts, and pharmaceuticals also were significant. Major U.S. 
imports from Portugal in 1976 included wine, textiles, sisal 
goods, cork and cork products, and canned fish. Portugal has been 
included in the U.S. Generalized System of Preferences (G.S.P.). 


The competitive position of the U.S., and that of Portugal's 
other major trading partners, has been affected by the devaluation 
of the escudo and by temporary import restrictions. The escudo 
devaluation, which measured against the dollar had reached 25% 
since mid-1975, was enlarged by a February 1977 devaluation of 
15%. In an effort to reduce its balance of payments deficit, 
Portugal in mid-1975 imposed a 20-30% surcharge on approximately 
40% of the country's imports. This surcharge was raised to 
30-60% in 1976, with the number of items in the 60% category 
expanded in early 1977. In addition, the Government has imposed 
a 50% prior deposit for selected imports, imposed quotas on some 
1977 consumer goods items, and required that an increasing 

number of imports be financed by foreign credits. These measures 
have had a higher impact on products from the EC and EFTA than 

on those from the U.S. 


Investment Climate: A Silver Lining 


A number of companies encountered serious problems during the 
past three years, but the climate for existing foreign investment 
has remained relatively good. There has been no discrimination 
against foreign investment; indeed, foreign capital generally 
fared better than much of its domestic counterpart in that the 
former was explicitly exempted from nationalizations. Although 
the government intervened in a few foreign companies, it apparently 
did so only when it felt it had no alternative. However, foreign 
companies were subject to many of the same problems - shrinking 
markets, rising costs, and labor/management disputes - which 
affected Portuguese firms. 


The bulk of the $200-250 million in U.S. investments remain, 

with the U.S. retaining third place among foreign investor coun- 
tries. Some firms have ceased operations, while some others have 
been able to arrange reductions in force. A few firms which have 
lost effective management control continue to negotiate a settle- 
ment, possibly including resumption of operations. 


The Government has often stated that it desires new foreign 
investments, and has shown increasing flexibility in dealing 
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with existing ones. It has even indicated that it might allow 
joint ventures with foreign firms in some sectors barred to 
domestic private capital. Portugal's Foreign Investment Code, 
promulgated in April 1976, provides for compensation in case of 
expropriation and establishes the rules for transfers of capital 
and profits, access to domestic credit, employment of foreign 
personnel, and investment incentives. The Administration is 
studying possible revision of some of the Code's provisions, 
including adhesion to the International Convention for the 
Settlement of Investment Disputes. 


Renewed Development 


After nearly three years of minimum new investment in productive 
facilities, the Government is moving toward the establishment 

of priorities and the initiation of new projects. Investment 
projects will be stimulated by the commitment to date, by the 

EC, EFTA, the U.S, the World Bank, and other countries, of nearly 
$800 million in development aid. Although its eventual cost is 
likely to exceed $2 billion, the giant Sines project (begun 
before the revolution) is moving ahead. Other investment projects 
are to appear in the medium-term 1977-80 development plan,.- 
scheduled for completion in May 1977, and a five-year plan which 
is due by October 1977. However, these deadlines may be extended. 


The Administration's preliminary investment proposals center 

on social, productive, energy, and transportation projects. 

The Governinent plans to stimulate construction of over 500,000 homes 
at an annual rate of 65-75,000 units. In addition, heavy invest- 
ments are destined for schools, health clinics, and water and 
sewage programs. Projected productive investments include the 
exploitation of large iron deposits at Moncorvo and pyrites at 
Aljustrel, expansion of the existing steel mill from 600,000 

to 1.8 million ton capacity, and construction of a new 3.5 
million ton capacity steel mill at Sines. Others include petro- 
chemical complexes at Sines and Oporto, the huge Alqueva dam and 
irrigation project in the Alentejo, possible tractor, truck and 
bus factories, a sugar beet industry, and refrigerated distribu- 
tion networks. Energy, projects include additional thermal and 
hydro-generating plants, and possibly up to four nuclear power 
plants of between 700 and 1,000MWeach.In transportation, 310 
kilometers of superhighway are to be built by 1985; the Lisbon 
Subway will be expanded; the Madeira airport will be extended; and 
the railway system is to be modernized at a cost of over $l 
billion. However, the new Lisbon airport project has been post- 
poned for the present. 


New Opportunities 


Portugal's extensive requirements for food imports and its pro- 
grammed investment projects should provide considerable opportuni- 
ties for U.S. goods and services exports. However, U.S. firms 





13 


will face heavy competition from Western Europe and Japan, and 
will encounter Government efforts to promote domestic procurement. 
U.S. companies should be aware that external financing availa- 
bilities and the participation of domestic suppliers will greatly 
influence the award of government contracts. They may wish, 
therefore, to consider cooperative arrangements with qualified 
Portuguese companies before bidding on substantial contracts. 
U.S. commodity credit programs should continue to boost our 
agricultural exports to Portugal. The programs of the Export- 
Import Bank, which has renewed Compensatory Financing Facilities 
(CFFs) with Portuguese banks and has indicated interest in 
financing capital goods sales, should assist nonagricultural 
exports. 


Portugal's ambitious investment programs, capital shortage, and 
need for both technology and markets should open numerous new 
opportunities for foreign investment. Many foreign investors 
apparently are waiting, however, for the revision of the Foreign 
Investment Code and establishment of the Foreign Investment 
Institute. Once these actions are completed and clear decisions 
are taken in a number of areas, including resolution of out- 
standing investment disputes, Portugal should offer considerable 
attraction to the foreign investor. The U.S. Overseas Private 
Investment Corporation (OPIC) is discussing possible resumption 
of its investment insurance program in Portugal. Potential 
investors probably will wish to consider the OPIC program when 
contemplating an investment decision. 
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